
1 has greater access to capital markets at a national level giving it greater liquidity 

2 and thus a lower cost of equity. 
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Q. 

A. 

Item #8 on Attachment #3 discusses changing the default factor for Network 

Operations Expense. Would you discuss why you are proposing a change in this 

item. 

Yes. Network Operations Expense encompasses the following accounts in the 

Uniform System of Accounts: 

Network Operations Expense 6530 
Power Expense 6531 
Network Administration Expense 6532 
Testing Expense 6533 
Plant Operations Administration Expense 6534 
Engineering Expense 6535 

Expenditures in these areas for small companies differ significantly from larger 

companies. For example, the plant administration expense account includes the 

cost of overall supervision of plant operations, including overall planning, 

developing methods and procedures, developing plant training and coordinating 

safety programs. The account excludes immediate or first level supervision which 

is included in the plant specific accounts. In most small companies, the second 

level of supervision is the company manager, consequently, most small 

companies have very little plant administration expense. Engineering expense is 

generally less in small companies since most engineering is on a specific project 

basis rather than of a general nature. Network administration activities in small 

companies do not include extensive network control facilities because their 

networks are limited. 
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1 In the HAI Model, Network Operations Expense is generated based on a 

2 composite level of expenses for the ARMIS reporting companies on a per line 
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7 would/should be half of the current level. Their rationale for doing this is 

8 

9 
10 
11 
12 
13 
14 
15 
16 

17 

18 

19 

20 

21 of this factor produces modeled Network Operations Expenses that are somewhat 

22 
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24 

25 Q. Please describe the changes you made in local number portability cost as 

26 described in Item #9, Attachment #3. 

basis. The model then multiplies this expense level by the Network Operations 

Expense factor to arrive at a final estimate of Network Operations Expense. The 

HAI modelers in the default assumptions have assigned this factor a 50% value, 

essentially indicating that forward- looking Network Operations Expenses 

summarized as follows: 

“....these costs are artificially high because they reflect antiquated systems 
and practices that are more costly than the modem equipment and 
practices that the HAl Model assumes will be installed on a forward- 
looking basis. Furthermore, today’s costs do not reflect much of the 
substantial savings opportunities posed by new technologies, such as new 
management network standards, intranets, and the like.” 

Because small companies have very different circumstances and do not have 

many of the systems typical in large companies, it is our belief that the types of 

forward-looking savings the modelers are anticipating for large companies will 

not, nor cannot, be achieved in small companies. We are, therefore, proposing 

that the Network Operations Expense factor be set at 100% rather than 50%. Use 

less than, but relatively close, to the expenses currently encountered by the small 

Illinois Companies. 
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A. The default inputs assume a cost of $0.25 per line per month to recover the cost of 

implementing local number portability. Since none of the small Illinois 

companies have implemented this function, we have reduced this input to zero. 

This reduces the calculated USF cost by a similar amount per line. 

Q- 

A. 

hem #IO, Attachment #3, describes changes in the Billing and Bill Inquiry input. 

Would you please describe this input in great detail and your rationale for 

changing it. 

Yes. This input is intended to capture the customer operations costs of providing 

local service billing, collecting, bill inquiry and other inquiries regarding the 

provision of service. The provision of these services differ in a number of 

respects between large and small companies. Many of the customer contact 

functions for large companies are performed in centralized centers by relatively 

large work groups, With these work group sizes, there may be opportunities to 

adjust the work group to fluctuating workloads on an hourly or daily basis. 

Billing functions are typically spread throughout the month with multiple billing 

cycles. Typically, the data processing and bill processing functions are performed 

with in-house computer assets and in-house personnel. 

In small companies, these functions are generally performed by only a few 

individuals with staffing required during the normal business hours to provide 

service availability to customers. There are relatively few opportunities to adjust 

work group levels to variations in the customer contact workload. Billing is 

typically performed once a month so there are greater variations in the work flow 
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than in larger companies, Oftentimes, service bureaus are used by small 

telephone companies, at a minimum, to provide software support and often 

provides full bill processing functions using investments made by the service 

bureau. Thus, the expense and investment levels of small companies may vary 

significantly horn larger companies. 

In order to test the validity of the default assumption, GVNW undertook a study 

of the customer service expenses of a number of its cost study clients to separate 

the costs associated with local services and billing from those associated with toll 

and carrier billing functions. Using cost study information from separations 

studies, which separate such expenses into a number of different categories by 

work functions, GVNW developed an average cost per line for those companies 

of the local billing functions. The results of that study indicated a $3.62 cost per 

line for the local billing and customer contact functions. We believe this result is 

more representative of the cost of these functions in small Illinois companies and 

have thus incorporated this estimate in the economic cost studies we have 

performed. 

Q. 

A. 

Item #1 1, in Attachment #3, relates to carrier-to-carrier billing costs. What is 

your rationale for changing the default level for this item? 

Carrier-to-carrier billing costs include the ongoing cost of responding to IX0 

service change requests and the cost ofrendering Carrier Access Billing System 

(“CABS”) bills to individual carriers for their use of the local exchange network 

in providing toll services. These bills are rendered at an individual wire center 

level to each interexchange carrier, mostly on a monthly basis. With average wire 
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center sizes for the small companies at a significantly smaller level than the 

average for large Bell Operating Companies, it is not surprising that the cost of 

this function is different for small companies. 

The default input for this item is $1.69 per line per year. A study of these costs 

using data available from a group of the Illinois cost companies’ cost separations 

studies indicated that, on average, these costs are $16.83 per line per year. This 

value has been used as the input for this cost item. Within the model, this value 

only impacts the costs of the access elements and does not affect the local service 

cost. 

Q. 

A. 

Item #12, Attachment #3, describes changes in the model inputs for central office 

switching and transmission expense. Please describe the derivation of the default 

input values and the values that the IITA has used in its development of forward- 

looking costs. 

In developing expenses for most of the plant specific expense categories, the HAT 

Model uses recent ARMIS data from around the country to develop ratios 

between current expenses and investments as a basis for developing projected 

forward-looking expense levels. However, in the case of central office switching 

and transmission expense, this data is overridden by two alternative expense 

ratios, one for each investment category. The input levels for these items are 

based on a 1993 incremental cost study performed by New England Telephone 

42 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 
11 
12 
13 
14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 
25 
26 
21 

Company in New Hampshire and are considerably lower than current levels 

experienced even by the Bell Operating Companies. 

The IlTA inputs are developed based on current ratios of expenses to investment 

for these expense/investment categories for the small Illinois telephone 

companies. Since the type of investment included in these accounts is generally 

reflective of forward-looking technology, it is reasonable to expect that the ratios 

currently experienced by the Illinois companies are reflective of the forward- 

looking costs they can expect to experience. 

ECONOMIC COST STUDY RESULTS 

Q. Using the input changes you have described plus the default inputs for the 

remaining items, have you completed “economic cost” studies using the HAI 5.0a 

Model for each ofthe small companies in Illinois? 

A. Such studies have been completed under my direction. The results of these 

studies are summarized in IITA Exhibit #I, Attachment #5. Attachment #5 shows 

that the monthly USF cost per line varies horn a level of $47.76 to $273.89 for the 

individual companies. The weighted average of these costs across all the 

companies (using actual company access lines) is $91.67. The weighted average 

cost is the proxy cost, as that term is used in the statute for the total group of 

companies. 

AFFORDABLE RATE 
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Have you developed a proposed “affordable rate” for each of the companies? 

Yes, that has also been developed under my direction. Since the time for 

preparation and prosecution of this case is limited and because the proposal for 

IUSF funding is ultimately limited by the individual companies’ earnings levels 

on an embedded cost basis, the UTA is proposing that the “affordable rate” be 

established at the minimum level allowed by the statute--the current rates that are 

in effect. This will provide a rate within the limits of the statute but will avoid the 

necessity for a prolonged discussion of alternative methods of determining an 

“affordable rate”. The ETA’s proposal is specifically that the affordable rate be 

established at the current rate level for basic service (including any state carrier 

common line surcharge rates and EAS rate elements) for the class of service being 

considered plus any additive rates for touch calling service. To simplify the 

calculation in my Attachments, the level displayed is the weighted average rate 

for residential and business service. 

The statute requires that before a company may receive support from an IUSF, the 

company must demonstrate that the economic cost is greater than the affordable 

rate. Have you demonstrated this for each of the companies? 

Yes, in two different ways. First, in this case, the individually calculated proxy 

cost for each company exceeds the proposed affordable rate for that company. In 

addition, the weighted average proxy cost for the combined companies is greater 

than the weighted average affordable rate for the combined companies, thus 

demonstrating that the statutory test has been met. 
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DETERMINING LEVEL OF SUPPORT 

Q. 

A. 

Q. 

A. 

Q. 

A. 

The statute requires in determining the level of support to be received that federal 

support funds received by the companies must be taken into account. Have you 

performed this analysis? 

Yes, IITA Exhibit #2, Attachment #5, displays the calculation of support amounts 

using the economic costs that have been developed, the proposed affordable rate 

and the federal support fund received by the companies. 

Could you explain Attachment #5 in greater detail. 

Yes. Using the actual company access lines and the difference between the 

economic cost and affordable rate developed in Attachment #5, I have calculated 

the total potential annual support amount. I have then subtracted from that the 

federal support funds received by the company to arrive at the IUSF eligibility 

amount based on an individual company cost determination. 

Please describe in greater detail the amounts included as federal support funds? 

These amounts are calculated Tom three different sources. First, at the federal 

jurisdiction, 25% of local loop costs are assigned to the carrier common line 

(CCL) revenue requirement for cost settlement companies with an equivalent 

amount being assigned for average schedule settlement companies. Funding for 

this CCL revenue requirement comes at the federal level horn several different 

sources. These include the federal end user common line charge, or EUCL, 

carrier common line charges billed to interexchange carriers, the long-term 

support portion of the federal USF, and net settlements with the National 
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Exchange Carrier Association’s CCL pool (either positive or negative) to equal 

the CCL revenue requirement. The amounts included for the CCL revenue 

requirement are the latest estimates of 2000 actual amounts. Second, many 

companies receive federal high cost loop support from the federal USF. These 

amounts have been included as federal support amounts by annualizing the Fourth 

Quarter, 2000 amounts posted by the Universal Service Administration Company 

(“USAC”) on their web page. Third, all the small Illinois companies receive 

federal local switching support t?om the federal USF. These amounts have also 

been included by annualizing Fourth Quarter, 2000 estimated amounts posted by 

USAC on their web page. 

Can you summarize the results of Attachment #5? 

Yes, on an individual company basis, all but four of the companies show some 

level of need for state USF funding. Using the statutory proxy cost criteria, in 

summary, the analysis shows a potential IUSF funding support requirement of 

over $73 million for the Illinois small companies as a group. This demonstrates 

that the “economic cost” substantially exceeds the proposed affordable rate and 

the federal support for the companies as a whole. It further demonstrates that 

using the proxy cost approach as contained in the statute, the small Illinois 

companies, as a group, would be eligible for receiving that amount of IUSF 

funding and that each company should be eligible for such funding. 

Is the IITA proposing that this full funding eligibility be implemented in 2001 or 

in the future? 
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No, it is not. The results of developing the economic cost for the companies, 

using the forward-looking model and making the other adjustments as required by 

the statute, produces a result which is well beyond the needs of the small Illinois 

companies in total. These results emphasize the potential discontinuity between 

forward-looking costs and the actual embedded costs of the companies. In 

addition, as discussed earlier in my testimony, results of this analysis, when 

compared with the analysis that will be presented hereafter, shows the 

discontinuity that can result for individual companies because of the infirmities of 

the forward-looking models and techniques. 

As discussed subsequently in my testimony, the rate-of-return showing required 

by the Commission will determine the size of the fund, the companies qualifying 

for IUSF support and the amount of the support on an individual company basis. 

That limitation makes the HAI results virtually meaningless but for the “economic 

cost” requirements of the statute for the Illinois small companies as a group. In 

any event, the Commission, the Hearing Examiner and all parties should 

understand that the IITA is not advocating the creation of an IIJSF in the amount 

set forth on Attachment #5. 

What additional steps is the IITA proposing should be taken in determining the 

funding to be provided by the IUSF? 

In its November 21,200O Order in these dockets, the Commission expressed its 

intent that IUSF funds should not be provided to companies until some type of 

showing is made that the company is “in need” of receiving such funding. The 
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clear intent of the Order was to include an evaluation of a company’s current 

earnings position, without IUSF funding, to see whether the company needs such 

funding to maintain an appropriate earnings level. While such a requirement is 

clearly not included within the statutes dealing with the IUSF, the IITA 

understands that such a test will be conducted to determine the level of IUSF 

funding a company can receive. This is being done to comply with the 

Commission’s expressed desires and to provide the information the Commission 

has indicated it needs in order to implement an IUSF. 

Q. 

A. 

How will this be done? 

The IITA and the Staff have held extensive discussions to develop a simplified 

process for conducting such an analysis within the time constraints of this 

proceeding. As a result of these discussions, the IITA and the Staff are near 

agreement on a simplified filing process and form based primarily on data 

available from a company’s annual financial report that will demonstrate the 

funding need a company may have for IUSF funding to maintain a reasonable 

rate-of-return. The IITA and Staff have also arrived at an agreed upon rate-of- 

return for the small companies to use for this determination. 

Q. 

A. 

Can you describe the general process being discussed by the Staff and the LITA. 

Yes. The process and form that have been agreed to is the development of an 

individual company revenue requirement based on a simplified procedure which 

is contained in the form developed by the two parties. Generally, it is based on 

actual total company 2000 financial results as reported to the Commission on 

48 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 
11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q. 

A. 

Form 23A or other suitable annual financial reports acceptable to the 

Commission. Included in the form are the opportunity to make certain 

adjustments to the results to reflect known changes to the financial results. The 

form also includes an adjustment to remove the support amounts received during 

2000 from the IUSF and from the DEM Weighting Fund. The form compares the 

company’s embedded cost revenue requirement with the return level agreed to 

between the Staff and the IITA and calculates the funding needed from the IUSF 

in the future to achieve this reasonable return. That amount would be the amount 

of IUSF funding that the company would be entitled to under the new IUSF fund. 

You indicated that there is an agreement between the Staff and the IITA regarding 

the return on rate base level that should be used in making this calculation. Can 

you describe that agreement. 

Yes. The ETA and Staff discussed the major elements that go into determining a 

rate-of-return on rate base. Because of the limited time to complete this 

proceeding before the DEM Weighting Fund expires, the two parties agreed that it 

would be prudent to arrive at a rate-of-return that could be used for all the 

companies based on general financial parameters rather than detailed studies of 

each company’s specific circumstances. After a number of discussions, the two 

parties agreed upon a set of factors that would be used to determine the rate-of- 

return. These included a hypothetical capital structure of 40% debt and 60% 

equity, a current cost of long term debt of 9% based on current Rural Telephone 

Finance Corporation quoted lending levels, and a cost of equity of 15% and 

13.8% for the non-Frontier small companies and Frontier companies respectively. 
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A. 

Q. 

A. 

It was also agreed that since the form developed to evaluate the earnings did not 

include interest cost in the calculation of income taxes that an after tax cost of 

debt would be used in calculating the overall rate-of-return to be used in the 

earnings analysis form. 

How do you see this analysis being presented in determining the IUSF funds that 

should be provided to the small companies under the new IUSF? 

It is my understanding that each of the companies that desire to receive funding 

from the new KJSF would need to complete the earnings evaluation form and 

demonstrate that on an embedded cost basis their earnings, absent the receipt of 

the current IUSF and DEM Weighting Funds they receive, would be less than the 

agreed upon overall rate-of-return. Such companies would be eligible to receive 

IUSF from the new fund sufficient to bring them to the agreed upon earnings 

level. 

Are you presenting evidence regarding the companies who will be requesting 

IUSF from the new fund and the overall amount of the fund? 

Not at this time. The agreed upon procedure is based upon the annual financial 

report to the Commission. In order to provide the latest available data, the parties 

have agreed to a procedural schedule, which would have this data tiled on April 

20,2001, shortly after many companies file Form 23A with the Commission. The 

earnings analysis can thus be based on year 2000 data. Individual companies 

eligible for and desiring to request funds from the new KJSF will be submitting 
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1 the appropriate data in an April 20,200l filing in these dockets. I will be 

2 providing a summary of the requested amounts at that time. 
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6 A. 

I presume then that you cannot provide any hard data at this time on the size of 

the new IUSF fund. Do you have an idea regarding the potential size of the fund? 

While you are correct that I do not have hard data at this point in time, some 

preliminary analysis was done using 1999 data and an earnings evaluation process 

similar to that agreed upon with the Staff. Based on that analysis, I expect that 

while many companies will be requesting IUSF funding, others will probably not. 

Furthermore, based on that analysis, I would anticipate that the requested funding 

will be less than the current IUSF funding levels. 
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23 resulting significant reduction in federal access charges and with intrastate access 

24 rates reduced pursuant to the current mirroring policy, companies’ earnings levels 

Are there actions during the duration of these dockets that could change this 

analysis? 

The primary thing I can think of would be a significant change in the companies’ 

access rates as a result of the current policy of mirroring federal rates combined 

with some significant change in federal access policies. Currently, the FCC has 

under consideration two major proposals that could cause significant changes in 

federal access rates. Both the RTF Recommendation and the Multi-Association 

Group (WAG”) proposals before the FCC contain provisions for reducing federal 

access charges with an offset to the lost access revenues t%om increases in federal 

universal service funds. Should either of these proposals be adopted with a 
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could be significantly impacted. While I do not anticipate this occurring before 

the April 20, 2001 tiling date, there is a good possibility that the FCC’s review of 

the RTF Recommendation will be completed while these dockets are in progress. 

Q. 

A. 

Is the IITA concerned about the potential impacts that such changes could have 

on the small Illinois telephone companies? 

It certainly is. Consideration has been given and discussed with the parties on 

how best to address this issue in Illinois. There has been no agreement regarding 

the best way to do that, although several parties have expressed significant 

concerns about addressing it in these dockets. The IITA is not specifically 

addressing a proposed solution to this potential problem at this time and is 

continuing to consider how it should be addressed before the Commission. The 

IITA does, however, want to put both the Commission and the parties to this case 

on notice that if such a change in state access charges would result from changes 

in federal access rate policies, the resulting financial impacts, using the 

procedures discussed above to determine the IUSF funding in response to 

expressed policies of the Commission could directly impact the future size of the 

IUSF and/or require a different solution. 

Q. 

A. 

Once the IUSF funding amounts are developed in this proceeding, does the IITA 

have recommendations as to how often these amounts should be reviewed? 

Yes. We would recommend that, in general, they be reviewed relatively 

infrequently, such as on a three to five year timetable. This will limit the 

administrative and litigation costs that could be involved in a more frequent 
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update process. It would provide stability to the companies and an environment 

favorable to investment in new facilities since revenue streams would be stable 

over a mid-range time period. For the payers into the fund, it would provide 

relative stability in the amount of funding that would be required and would also 

limit the administrative and litigation costs associated with maintaining the fund. 

Q. 

A. 

Are you proposing that the fund be frozen during this three to five year time 

period? 

No. Since the funding is being limited to amounts necessary to achieve a 

reasonable rate-of-return, if industry policy changes at either the state or federal 

level cause changes in the companies’ revenue streams, this proceeding should be 

reopened or a further proceeding should be held to evaluate fnture IUSF funding 

in light of the changed circumstances. A significant change in state access rates 

as a result of changes in federal or state access rate policies could trigger such a 

reevaluation, for example. 

Individual companies may have changes in circumstances impacting their overall 

earnings during this time period that would provide an appropriate rationale for a 

company on an individual basis to seek a modification in USF funding. In light of 

the rate-of-return constraint being imposed in this proceeding, the companies so 

affected must have the right to make the necessary filings to have their change 

and circumstances addressed. I would contemplate that such a request would be 

conducted before the Commission in a manner that would allow all affected 
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parties to participate with regard to the determination of the companies’ IUSF 

needs and the overall impact on the IUSF funding. 

IMPLICIT SUBSIDY REQUIREMENT 

Q. You indicated earlier that the statute contains a requirement for determining 

implicit subsidies, specifically, that any subsidies in interexchange carrier access 

rates should be identified before implementing an IUSF. How do you interpret 

this requirement? 

A. I believe it means that the IITA must identify such subsidies, if any, that are 

contained in their interexchange carrier access rates. Such an identification can 

be made by comparing the current revenues with the “economic cost” of the 

interexchange carrier access rates. If the current revenues are equal to or less than 

the economic cost, there clearly would be no such implicit subsidy within those 

rates. If the current revenue is greater than the “economic cost”, there would be 

concerns as to whether the rates do, in fact, contain a subsidy. 

Q. 

A. 

Have you such an analysis to present? 

Yes, I do. This analysis has been prepared using the same “economic cost” 

studies that were prepared to develop the economic cost of the supported 

universal services. As part of the HA1 Model output file, there is a “cost detail” 

tab that includes calculations of IXC switched access rates. The analysis I will 

present has been developed using the end office switching, ISUP (SS7) signaling, 

dedicated transport and common transport elements developed in the HAI Model. 

These rates have been multiplied by actual 2000 intrastate access minutes to 
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develop the economic cost for access and compared to the intrastate access 

revenues received for those same minutes. The analysis is presented in IITA 

Exhibit #2, Attachment #6. On an individual company basis, the schedule 

indicates that a majority of the companies’ access rates contain no subsidies. 

However, for a number of companies, the current revenues are greater than the 

“economic cost” developed for that company through the HA1 model process. 

While this suggests concern that the rates might contain some subsidies, it does 

not, by any means, fully demonstrate that. Additional studies to show the stand 

alone cost of these services would be needed to fully identify whether there are 

subsidies in these rates. The IITA has not conducted such studies, and believes 

that they are unnecessary due to the proxy cost provisions of the statute. The 

Attachment shows that in summary, for all the companies, the economic cost of 

access, as developed by the HAI Model, are higher than the current access 

revenues for the companies as a whole. This demonstrates that there is no 

implicit subsidy, in total, in the access rates of the small Illinois ILECs, thus 

meeting the statutory test. 

FUNDING MECHANISM 

Q. What are the statutory requirements regarding the funding mechanism? 

A. The statute requires that the fnnding for the IIJSF be recovered from all 

interexchange carriers and local exchange carriers certificated by the Commission 

in a competitively neutral manner. 

55 



1 

2 

3 

4 

5 

6 

7 

8 

9 
10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q. Does the IITA have a proposed method for assessing the funds against these 

carriers? 

A. 

Q. 

A. 

No. The IITA is aware of the sharp debate that took place in Phase 1 of this 

proceeding between Ameritech and Verizon, on one hand, and AT&T and the 

other interexchange carriers, on the other hand, regarding funding methodologies. 

The IITA believes that these parties can articulate the two major approaches to 

fnnding as they did last time and give the Commission information needed to 

distinguish between these two major methodologies. 

If the Commission gives consideration to the approach proposed by AT&T in the 

previous phase of this proceeding (a surcharge on end user revenue), are there 

features of such an approach that the IITA believes are important? 

Yes, the IITA believes that the basis for funding should be the intrastate end user 

retail revenues of the certificated carriers described in the statute under this 

general approach. Use of end user retail revenues is much fairer to the end users 

of the various carriers than the method proposed in the previous phase by 

MCIiWorldCom, the use of total revenues less payments to other carriers. The 

IITA would also recommend under this type of approach that the funding be 

based on current revenue levels rather than prior year levels. The use of current 

revenues allows the carriers to apply the surcharge level determined by the 

Commission directly to end user revenues without the necessity of making 

adjustments to account for changes in revenue levels between the assessment 

period and the collection period. The IITA would also recommend under this 

type of approach that the revenue base, against which the assessment is applied, 
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excludes any revenues collected to fund the KJSF. The fund administrator should, 

as part of its duties, determine the total funding basis from the certificated carriers 

and an assessment rate to be applied to the funding basis in order to generate the 

required support funds. This rate should be reviewed and approved by the 

Commission. As circumstances change, the administrator should propose 

changes to the assessment rate, as needed, to continue an adequate and 

appropriate level of funding. 

FUND ADMINISTRATION 

Q. Does Section 13-301(d) contain any specifications regarding the fund 

administrator? 

A. No, it does not. The IITA believes, though, that it would be appropriate for the 

administrator of the Section 13-301(d) fund to be a neutral third party 

administrator as is required in Section 13-301(e). To facilitate initial 

implementation of the fund in the very short time that will be available, the IlTA 

recommends that the ISCECA be appointed as the initial administrator of the 

fund. 

IMPLEMENTATION/TRANSITION ISSUES 

Q. Does the IITA have concerns regarding the anticipated transition between the 

current KJSF and DEM Weighting Funds and the new ILJSF fund? 

A. We do. Pursuant to the Commission’s Order in Docket No. 98-0679, the DEM 

Weighting Fund will terminate no later than September 30,2001. The current 

procedural schedule in these proceedings anticipates a Commission Order 
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Q. 

A. 

Q. 

A. 

sometime in September, 2001, only a few days before the DEM Weighting Fund 

terminates. Depending on the decisions made by the Commission in that Order, 

there will be very little time to effect implementation in order for funding to the 

new fund recipients to commence in October, 2001. 

What are some of the factors that could impact the ability to implement the Order 

quickly? 

The funding method chosen would have a significant impact. If a new funding 

methodology is chosen, it may take time to gather data both in regard to the 

funding base and to the level of funding required to calculate fnnding assessment 

levels. If funding is based on an end user surcharge, it takes time to implement 

such charges in billing systems, to await the payment of funds to the company and 

to effectuate payment from the companies to the fund administrator in order for 

the administrator to have funds available to make disbursements. Depending on 

the Commission’s decisions, these steps will not necessarily be able to be 

completed in just a few days. 

Have the parties discussed steps that could be taken to alleviate this concern? 

In the workshop held on March 9,2001, the parties did discuss this concern and 

agreed to hold a fnrther workshop in June to attempt to address this issue and 

minimize the problem. The IITA encourages this process and will fully 

participate in it. However, it may be that the best efforts of the parties can only 

somewhat shorten the implementation period, not completely eliminate it. If that 
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is the case, there may be other steps necessary in order to avoid a discontinuity of 

funding. 

Does the IITA have any specific proposals at this time to deal with this potential 

problem? 

No, it does not. However, the IITA feels that it is important to put the parties and 

the Commission on notice that this transition problem could occur and to alert 

them that some type of temporary measures may need to be adopted to address 

this concern. 

Could you summarize your testimony, please. 

Yes. Pursuant to an Order of Commission, the Illinois DEM Weighting Fund will 

terminate no later than September 30,2001. Current recipients of support from 

this Fund and the current IUSF will experience substantial losses of revenue 

unless that funding is replaced by the proposed new IUSF. The IITA has 

presented evidence to support the development of an IIJSF under the provisions of 

Section 13-301(d) of the Act and to meet the requirements imposed by that 

Section. The IITA respectmlly requests that the Commission approve the 

implementation of an KJSF as proposed so the Fund can be implemented effective 

October 1,200l. 

Does this conclude your testimony? 

Yes, it does. 
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IlTA Exhibit 2, Attachment 3 

Illinois Independent Telephone Association 
Proposed Default Input Changes 

HAI Model 5.0a 

1. Plant type assumptions - the HAI default assumes varying levels of buried, aerial, and 
underground plant in the different density zones. Because of the high predominance of buried 
plant construction in rural Illinois areas, the model default inputs have been modified for drops, 
distribution plant, and feeder plant to reflect a much larger percentage of buried plant and a 
smaller percentage of aerial plant than the default. 

2. Fraction of buried plant available for shiA - These fractions allow a portion of buried plant 
that has been identified using the normal plant algorithms to be shifted to aerial plant on a 
least-cost basis. These percentages have all been set to zero so the constructed plant is 
unchanged from the plant type assumptions provided for each density zone. 

3. Structure sharing assumptions - Model default inputs assumes a significant portion of the cost 
of structures (pole lines, trenches for buried cable, trenches & conduit for underground cable) 
Will be assigned to users other than the telephone company. These assumptions vary based on 
cable type and density zone and range from 100% to 25%. The IITA has assumed much less 
structure sharing than is assumed in the default inputs. 

4. End Office switching investment, small ICO - Based on~analysis of model results to actual 
investment data, the IITA has increased the default constant COE switching investment term 
from $416.11 per line to $658.25per line. 

5. Tandem routed fraction of total interLATA and intraLATA traffic - Default assumptions for 
these factors have been increased from 20% to 90% to reflect the amount of traffic switched 
through tandem switches for the small Illinois companies. 

6. The Total Interoffice Fraction Percentage has been changed from a default value of 65% to 
45% to more accurately reflect traffic patterns of rural carriers. 

7. Inputs for calculating the cost of capital have been revised to reflect a 40% debt ratio for the 
companies, a 9% cost of debt, and a 15% cost of equity for all the small companies except the 
Frontier companies where a 13.8% cost of equity has been assumed. 

8. The forward looking network operations expense factor has been increased from the default 
50% of current expense levels to 100% of current expense levels. 

9. The monthly cost of local number portability has been decreased from a default level of $.25 
per line to zero. 



1 10. BiIling03illing Inquiry per line per month. Changed from default value of $1.22 to $3.62 to 
2 reflect Illinois costs of providing such services. 
3 
4 11. Carrier to Carrier Customer Service cost per year has been changed from a default value of 
5 $1.69 per line per year to $16.83 per line per year to reflect cost levels experienced by the small 
6 Illinois companies. 
7 
8 12. The alternative central office switching and central office transmission expense factors have 
9 been changed from their default values of 2.69% and 1.53% respectively to 7.0% and 7.5 % 

10 respectively to reflect costs experienced by small Illinois companies. 
11 
12 
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! 1 91.67 ( $ 17.96 1 $ 73.71 1 116.393 1 $ 102,955,615 1 $ 29.377.076 ! $ 73.576.537 
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41 I I 
5 1 Company Name 1 HAI Rate 1 Aclual Rate HAI Revenue Actual Revenue 
6 IAdxns i R 006144 1 % 006315 $ 1,156,425 $ 1,18j~ 

vx2”” ==- cA7 265,767 
_ _ -. _ 
7 Alhambra 0.04908 O.L.WX .A,L,“T I 

0.05253 - 8 Cambridge 0.04566 288.018 250,368 
9 Cass county 0.04972 b. 02724 616,166 337,565 

10 Clarksville 0.28407 - 37434 176,225 46,117 
11 C-R 0.08535 )5600 489,816 321,419 
12 Crossville 0.13581 15418 15,985 6,377 
13 Egyptian 0.10362 KAlrl 1 4DR 742 ,- .- 1 M7 77R ,,” ,_ ,__- 
14 El Paso 0.05881 ---t ‘l5R 3*7 ‘314 

15 FC of Depue 0.05794 
16 FC of Illinois 0.07945 

!9 Hamilton 0.15635 0.c 
30 Harrisonville 0.03195 0.f 

- 31 Henry County 0.08573 dl. 
32 Home 0.03493 0.1 
33 Kinsman 0.08973 0: 
34 LaHarpe 0.14520 O.&r !L 
35 Leaf River 0.09834 0.11740 I 
36 Leonore 0.12680 0.1 
37 Madison 0.06598 0.c - 

210,295 
186,481~ 
232,485 
561,180 
790,887 
219,112 
365,452 

82,882 
43” nnc 
II)J,“ca” 

308.670 

A I B I C I D I E I F 
1 IITA Exhibit #2, Attachment 6 
2 I I 

-. 
I I 

3 Comparison of Aa :ess Cost lo Access Revenue -- I 

r 

I 

0.06157~ 0.1 

G3 Wabash 
54 Woodhull 
55 Yates City 
Cf 

I 0.056591 
0.08957’ n ’ 

I 0.05110, V.YIY”Y, . - -, -- - 
I I I 

Actual over HAI 
$ 32,184 

(86,879) 
(37,650) 

(278,601) 
(130,108) 
(168,397) 

(9,608) 
(953,975) 
(277,233) 

(59,155) 
(2.050.303) 

(506,756) 
(3,454,826) 

(396,501) 
(132,053) 
(4‘w,l@J) 
(153,269) 
(725,175) 

99,629 
(9.480) 

25,828 
(163,148) 

(2,000.209) 
(1.388.661) 

(148,596) 
147,267 

10.345 
(284.159) 

38,605 
(31.447) 
386,736 

93.815 
(1,491.288) 

(57,865) 
11,393 

(1,304.563) 
(1,424,624) 

225,999 
(51.581) 
33,794 

(160,420) 
8,637 

(2.797.308) 
21,954 

8,798 
(81,216) 

(497,231) 
(98,518) 

(I,8851 

I I I I I I 

57 [Total Small Companies / $ 0.07587 1 $ 0.03398 1 $ 37.472,191 1 $ l&780,322 t $J 
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1,742 1.03 
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81 - 16.49 
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610 12.20 
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4,240 0.49 
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4,228 1.54 
4,855 1.88 
1,654 2.52 

853 7.79 
642 1.56 

1.146 6.81 
609 1.16 
565 1.49 

4,662 1.22 
102 9.97 
523 3.19 
854 1.17 
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Calculation of Illinois Suppodable USF Requirement I 
--T-~~-~--ir ~~- -~-~/ 

Economic IUSF Eligibility 
Proposed Cost Over Amount-Individual 

HA, USF Affordable Affordable Federal Company 

I 
.l._l 

4.03t 69.: 

l”“.“” _“_,““_, 

i6 II I I I I 
57 ITotal Small Companies / $ 91.74 / $ 17.98 / $ 73.75 / 116,061 / $ 102,717,346 j $ 29,237.864 1 $ 73,479.462 



:ss Cost lo Access Revenue 

__ __-. .._. 

36 JLeonore 
37 IMadison 

I 

0.126801 
0.065961 

0.066351 

__ _.-.-. .._ - 
53 IWabash 0.056591 - 

n n*o‘T., 

I , 

56 1 I I I I 
57 ITolal Small Companies/ $ 0.07618 I $ 0.03360 I $ 37,624,682 1 $ 16,691,332 1 $ (20,933,351) 


